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@ Part 3 - R&D by German companies in Taiwan
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Survey Overview

76 responding companies out of 241 German companies

contacted in Taiwan

Response rate: 31.5%

Time period:  May 13" to June 7™, 2013

Conducted in Taiwan, China, and Hong Kong
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Company Profile

Location of companies Other branches in Greater China

Hsinchu Other
50 _ 6% 90%

\\‘ a0

77%79%

Taoyuan
6%

70% -
60% -
50% -
40% -

58%

Taichung
14%

Taipei 30% -
69% 20% -
10% -
0% -

140/

14701304
-0/ ROA\
470

Mainland Hong Kong Taiwan Macau None
China

« Over 3/4 are located in 2012 2013
Northern Taiwan
¢ 79% of German mother
companies have additional
branches in Mainland China
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Company Profile

Size of companies Legal Form
60% Representative (SDT;r
52.7% Office Ay
i =Yyt
0,
50% 9.5% ‘
40% Subsidiary —
] Company
30% | 27.0% Branch Offic Limited by
P Shares
18.9% AR A
20% 45.9%
10.8%
10% 6.8%
’ . 2 7% L Subsidiar
Limited
0% - - . . Company
1-10 11-99  100-199  200-499  >500 AR

20.3%

* Over 20% have more than 100

» 2/3 of companies are subsidiaries
employees

« Distribution of legal form similar to previous
year
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Company Profiles

Market presence Taiwan

<4 years
4.1%

4-10 years
27.4%

>10 year
68.5%

« Companies with extensive market

experience:
Nearly 70% have been in Taiwan for

more than 10 years

Market presence China

<4 years,
16.4%

>10 years,
44.8%

4-10 years,
38.8%

Business Confidence Survey 2013
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Business Profiles

Industry of companies

|

| Machinery/Industrial Equipment I  29.70%
| Electronics I 9.50%

| Automotive N 8.10%

Chemicals WENEEENEN 6.80% * Electronics and Automotive
Logistics Nmm— 5.40% new on 2nd and 3rd place
| | (2012: Chemicals and
Environmental Products/Services Il 4.10%

Aerospace I 4.10% |—09|St|CS)
Consumer Goods I 4.10%

Consulting/Legal Services I 4.10%

Medical Supplies Il 2.70%

Construction Nl 2.70%
Pharmaceuticals M 1.40%
Plastic/Metal Products I 1.40%
Finance/lnsurance M 1.40%

Other NN 14.90%

0% 5% 10% 15% 20% 25% 30% 35%
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Business Profiles

Business purpose Main business purpose Taiwan
Other Production COmpared to China
L 2.7% related
Produ(c):tlon engineering 60% .
8.1% 1.4% 55.4%
Trading 50% -
10.8%
40% -
Sales;
55,4% 30% -
Services 20% 1
21.6%

10% -

0% -
Sales Service Production

® Taiwan ®China

« Sales/marketing and services as main « Sales significantly more important
business purpose in Taiwan
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Market Attractiveness

Motives for market presence in Key motives for German companies
Talwan in Taiwan and China
0204 ono,
Sales potential 39 190% 78405 96% 9095 8306 50%__84%
Presence in Asian market % 38?50 T :
-
Following key accounts % 283’ 1 =
b -
Ability to adapt products to local.. % gggﬁo 1 =
b -
Cooperation with local companies % 20% -
P P 10% - L
Proximity to suppliers 0% -
X\ \(\e\ QO G \e2 wel ] O
Lower sourcing/procurement costs \6990‘6(\ o o e\!a°°\) \ d{)\“\a‘ \00‘09")‘\ \05\)99\\ e < ¢
R&D o° @ a \\o\g\(\g\‘ 20C° o \N,\«\\o@ ‘o,;\«i“\l \9‘00"‘
T T T T T 1 ?‘ese < 39\ Q‘o e“a\\O(\ ) X e° °
0% 20% 40% 60% 80% 100% W\\\Wa co® ot
Every important ®important =neutral ®Enotimportant = Taiwan ®China
« Sales is the most important motive » High degree of similarity for motives

 Local cooperation, following key
accounts and R&D more important in
Taiwan
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Market Attractiveness

Motives for market presence in the Motives in the machinery sector in
machinery sector (Taiwan) Taiwan and Mainland China

90% T ot

80% 0 15% o

200 | 8% S 90% 7505 7505 70%
60% - 0 007

50% -
40% -
30% -
20% -
10% -
0% -

Ability to Following Presence in Cooperation Sales
adapt  key accountsAsian market with local potential
products to companies
local market

® Machinery ®Other industries

ETaiwan EChina

« For the machinery sector, the ability to
adapt products to local markets, following  « Most notable differences:
key customers as well as the presence in - Cooperation with local partners +34 p.p.
the Asian market is even more important * Ability to adapt products +30 p.p.
than for other industries * Following key accounts +24 p.p.
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Market Attractiveness

Importance of business in Taiwan for Most important markets
parent company

100% - 60%
90% - 9%
a7od
80% - 50% 0
0, i
;80//0 40% -
-
50% - 30% -
40% -
30% - 20% -
20% - o
10% - 10% 1 2% 4%
0% - - -

0% -

Global turnover Global profit Taiwan Mainland Europe Other Asia Other
ETop 1 market = Among top 3 markets China
= one among many H [ow priority m2012 m2013
» Taiwan is top market or among top 3 » Importance of European market
markets for over 20% decreasing -11 p.p.
» Regional importance slightly

increasing
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Market Outlook

Competition in Taiwanese market
by origin

80%

60% -

40% - 36%35%

27%28%
20% -

0% -

Mainland China Taiwan Other Asia Europe

m2012 =2013

» Overall competitive pressure easing

Competition in Taiwanese market
for machinery sector

70%

60% -
50% -
40% -
30% -
20% -
10% -
0% -

Mainland Other Taiwan Europe Other us Hong
China  Asia Kong

B Machinery ®Other industries

* Machinery sector facing more
competition from other Asian
countries
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Business Challenges 2013

Top 10 challenges in Taiwan

Finding qualified staff 64%
Retaining qualified staff

Currency risks
Bureaucracy/administrative hurdles
Domestic protectionism

Preferential treatment of local companies
Increasing labour costs

Increasing commodity and energy prices

Real estate costs

Protection of intellectual property

10% 20% 30% 40% 50% 60% 70%

E2012 ®=2013

* HR issues and currency risks biggest challenges

* Only finding qualified staff a major problem or problem for over 50%

» Big changes compared to 2012 in protection of intellectual property,
bureaucracy / administrative hurdles, domestic protectionism and preferential
treatment of local companies
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Business Challenges 2013

Challenges in Taiwan compared with Mainland China

I Increasing labour costs

Corruption

Largest
differences

Slow internet speed

Smallest
differences

Necessity to increase automation

Increasing costs due to environmental protection

EChina ®Taiwan

« German companies face bigger challenges in China in all areas

Press Conference, Taipei, July 23rd 2013 Business Confidence Survey 2013
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Economic conditions Taiwan Economic conditions Greater China
60% 19% 60% 54%
50%
40% 50%
30% o
20% 40%
10% 30% -
0% -
20% -
§ 10% -
.s’\\o{b&
\qo\ 0% -
) Taiwan China Hong Kong
E2012 m2013 H|mproving ®Neutral =Worsening
» 35% see improvements (2012: 24%) « Slightly less optimistic compared to China,
* Only 15% of companies see conditions slightly more optimistic than Hong Kong

worsening (2012: 38%)
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Business Outlook 2013

Business targets Comparison with 2012
0,
40% - 80%
35.2% 70.5%
35% 5%
70%
30% i
25.4% 60%
25% 21.1% 50%
20% 40% -
15% 30% -
9.9%
10% 8.5% 20% -
0% T T T T 1 O% -
Exceed Achieve Mostly Partly Not achieve Mostly achieving or exceeding Partly or not achieving
achieve achieve

m2012 m2013

* Over 70% will mostly reach their business « Share of companies reaching or exceeding
targets their business targets increases by 15 p.p.

Press Conference, Taipei, July 23rd 2013 Business Confidence Survey 2013



- Deutsches Wirtschaftsbiiro
German Trade Office
Taipei
B TEMER

Business Outlook 2013

Importance of growth drivers

Domestic demand
Marketing

Innovation

Export markets

B2B

Reduced competition
Productivity gains
Government policies
Internal restructuring / changes
B2C

Other

0% 10% 20% 30% 40% 50% 60% 70% 80%

Every important ®important

* Main drivers for growth:
Domestic demand, marketing, innovation
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Business Outlook 2013

Expectations for 2013 in comparison to 2012

50% %3-5%
39.7% 4.y
40% : -1 32.0%
30%
20% -
10% -
0% -
Increase >15% Increase Similar Decrease Increase >15% Increase Similar Decrease
Turnover Profit
m2012 m2013

80% 62.2% 583960557

60% A

40% - 33.4%31 7%

20% -

0% -

Increases Neutral Decrease Increases Neutral Decrease
Investment Employment
m2012 m2013

« Turnover increasing for 51% of companies  Profit continues to increase but at a
* 46% expect increasing investment activities slightly lower rate than 2012

« Employment continues to grow

Press Conference, Taipei, July 23rd 2013 Business Confidence Survey 2013
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Business Outlook 2013

Investments in new locations within Investment motivation
next 3 years 60%

50.0%

Maybe, Yes, 50%

28.4%

40% -

30% -

20% -

No,
44.8% 10% -
Attractiveness for future e |
investments by reg ion Following key Regional diversification ~ Cost reduction
Other Asia customers
13.8% Taipei =2012 ®2013

0,
Other 23.8%

Taiwan

11.3%  Taichung and Kaohsiung particularly

increased their attractiveness
* Importance of following key customers
_ and regional diversification most
Taichung . .
23.8% Important motives

Hsinchu
3.8%

Taoyuan
7.5%

Kaohsiung
16.3%
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Market Outlook

Future attractiveness of Taiwan Business friendliness of local
authorities in Greater China
Sales/Marketing %80% 70%
. 59%

Services 75% 60%
50% 459

Trading 3% 40%
40% i 5%

Sourcing/Procurement

30%
51

Production related engineering

506 20%

R&D 9%

44% 10%

. 2%1%q0y,
Production 4346% 0% - — —
- - - very friendly friendly neutral unfriendly very
0% 20% 40% 60% 80% 100% unfriendly

m2012 m2013 ETaiwan ®China ®Hong Kong

« Sales and Services continue to be * Majority of companies in Taiwan perceive

most important for future local authorities as business friendly
attractiveness * However, lower compared to China or
Hong Kong

Press Conference, Taipei, July 23rd 2013 Business Confidence Survey 2013



- Deutsches Wirtschaftsbiiro
German Trade Office S TA U F E N
Taipei n
B ER

Business Confidence Survey

@ Part 1 - Business Confidence in Taiwan

@ Part 2 - Innovation  in cooperation with STAUFEN.

@ Part 3 - R&D by German companies in Taiwan
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Importance of innovations

Previous five years  Taiwan

China H not important

H |ess important
= neutral

. _ o
Next five years  Taiwan important

m very important

2.6
China

2.1

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

« High level of importance of innovations in Taiwan continuous
« Dramatic increase in China

Press Conference, Taipei, July 23rd 2013 Business Confidence Survey 2013
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Drivers for innovation activities

Customer satisfaction
Growth in sales
Getting new customers
Growth in efficiency
Quiality improvement
Cost reduction

Image

Environment protection

Legal requirements

1.0 2.0 3.0 4.0 5.0
1 (not important) 5 (very important)

« Customers in Taiwan are main focus of innovation activities, legal
requirements and environmental issues are less important
» Results similar to Mainland China

Press Conference, Taipei, July 23rd 2013 Business Confidence Survey 2013
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Patent registrations for and in Taiwan

Registrations for patents in Registrations for patents in
Taiwan in the last five years China in the last five years
EYes ENo EYes ENoO

Patents developed
in China

Patents developed
in Taiwan

58%

» About 28% of the interviewed companies registered for
patents in Taiwan of which 37% were developed in Taiwan
 In China, more registrations for patents and more patents

developed locally
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Innovation management

60.0%

54.6%

50.0% -

40.0% -

30.0% -

20.0% -

10.0% -

0.0% -
Taiwanese German Other Western Other Hong Kong Mainland Other Asian
manager manager manager manager Chinese manager
manager

B Taiwan M China

« In Taiwan most of the responsible managers for innovation are
Taiwanese, Germans range second before other Western managers
* In China, mostly German managers are responsible

Press Conference, Taipei, July 23rd 2013 Business Confidence Survey 2013
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Innovation expenses

60.0%
50.9%

50.0% -
40.0% -
30.0% -
20.0% -

0, 7 49 9'4% 2 10,
10.0% - 570 e 7.4% 7.1%
00% = T T

<1% 1-2% 3-4% 5-6% 7-8% 9-10% >10%
M Taiwan M China Share of revenue

* In Taiwan, only 26.4% of the interviewed companies spend
5% or more of revenue share on innovation activities

* In China 35% of companies spend 5% or more of revenue
share on innovation activities

Press Conference, Taipei, July 23rd 2013 Business Confidence Survey 2013
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Forecast innovation budget

Taiwan

2013
o
(V)

China

H no activities
Taiwan m decrease (<0%)

= similar/unchanged (0-5%)
Eincrease (5-10%)

H large increase (10-20%)

2014

China

u substantial increase (>20%)

2015

China

0% 20% 40% 60% 80% 100%

In Taiwan: Increase of percentage of companies which plan to
Invest in innovation
Increase in China even more rapid
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Developing of innovation centers

. 2
Local adaptation 3
2.6

Local innovation

i 2.7
Regional competence center 57
2.1
Global competence center 94

m Taiwan ®China

I |
NN
o ©

=
N
w
N

1= very unlikely 5= very likely

« German companies mostly do not plan to have global or
regional innovation centers in Taiwan
* More likely to have local adoptions or local innovations

Business Confidence Survey 2013
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Innovation networking

80.0% 75:3%

70.0%

60.0% 56-3%

50.0%

40.0% -

30.0% -

17.2%

20.0% - 14.8%

10.59

9.6% 8.6%

(=]

92% g0, 7.9

10.0% -
0.0% -
Mother Customers  Suppliers Local Local No third  Consultants  Western Western
company universities  research parties universities  research
institutes institutes

E Taiwan ®China

« German mother company still most important partner for innovation
activities in Taiwan, followed by customers and suppliers
 Local universities and institutes rarely integrated
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Business Confidence Survey

@ Part 1 - Business Confidence in Taiwan

@ Part 2 - Innovation

@ Part 3 - R&D by German companies in Taiwan
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R&D by German companies In Taiwan

General perception

= Great undervaluation of Taiwan as strategic partner in R&D
= Locational advantages little known in Germany

= Relatively easy to run business and offer great potential

° ‘ Innovation friendly environment

@) Increasing investment

o Mindset change of Taiwanese
companies towards R&D

Increased regional competitive pressure

Press Conference, Taipei, July 23rd 2013 Business Confidence Survey 2013
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German R&D in Taiwan - Examples

Merck Display :
Bayer HealthCare Technologies Evonik Degussa

* Development of » Global Liquid * Project House
animal health Chrystal R&D Light &
products organization Electronics

* Small R&D-Teams * New Business * New products and
at selected R&D and technologies for
universities Application Lab the photovoltaic,

« Model shares - Taiwan operation display, LED, and
technology, as bridge to lighting industries
human capital and research centers * First project house
knowledge in Europe outside Germany
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Key findings

1. German companies in Taiwan are more optimistic about the economic situation
in Taiwan and their own business success in 2013 compared to 2012.

2. They continue to increase their investment in Taiwan and plan to hire more
employees in 2013. During the next 3 years 27% plan to invest.

3. Taiwan is especially attractive for German companies in sales/marketing, as
well as for cooperation with local companies, following key accounts and R&D.

4. Recruiting and retaining qualified staff remain the biggest challenge. More
German companies express dissatisfaction with preferential treatment of local
companies, bureaucracy and protection of intellectual property rights.

5. Taiwan remains an important partner for German companies in R&D. But there
is still huge potential for more activities of German companies and cooperation
with Taiwanese partners for local adaptation and innovation.

Press Conference, Taipei, July 23rd 2013 Business Confidence Survey 2013
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Thank you very much
for your attention.

German Trade Office Taipei
TR 2R I

www.taiwan.ahk.de
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